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Key Economic Indicators: The Yemen Arab Republic 


FY 78/79 FY 79/80 FY 80/81 FY 81/82 
(Estimate) 


Income, Production, Emoloyment 


GDP at 75/76 prices 1386 
GDP per capita (in dollars 
at 75/76 prices and based 
on estimate of 6.9 million 
pop. ) 
Indices: Percent of Labor 
Force encaged in: 
Acoriculture: 
Industry: 
Services: 
Emiqrant Labor:* 


Money and Prices 


Money Supply 
Interest Rates (Private 
Deposits) 


Balance of Payments and Trade 


Free Gold and Foreign Exchange 

Reserves 1500. 
External Public Debt Disbursed 

and Undisbursed) 133. 
Worker Remittances (Gross 

Receipts) 1243. 

(Net Receipts) 3336 
Balance of Payments ay 
Balance of Trade -1247. 
Exports (largely biscuits, 

coffee, hides and skins) 


Imports (legal only) 

U.S. Share of Exports 

U.S. Share of Imports 

Main U.S. Exports: Machinery 
& Transportation Equipment, 
Foodstuffs 


*An estimated 1 million Yemenis work outside Yemen 


All values are in US$ million and represent period averages unless 
otherwise indicated for Yemeni Fiscal Years (July through June). 


Exchange Rate: USS1 = YR 4.6 
Sources: Data and projections provided by or are drawn from statistics 


of the Ministry of Finance, Ministry of Economy, Central 
Bank of Yemen, and the U.S. Department of Commerce. 





SUMMARY 


During 1981, the economy of the Yemen Arab Republic was marked by 
continued, sluggish performance. However, remittances from the 
approximately one million YAR workers abroad totaled $950 million 
which fueled another year of conspicuous consumption. As a direct 
consequence, imports increased, thereby creating a balance-of-pay- 
ments deficit in 1981 of $150 million. Foreign aid levels remained 
static. 


The Yemen Arab Republic (YAR) is the most populous country on the 
Arabian Peninsula and one of the world's least-developed nations. 
It lacks proven petroleum deposits and, although efforts are under 
way to develop the commercial and industrial sector, the domestic 
economy is still largely based on subsistence agriculture. The 
government will actively solicit aid from a wide variety of donors 
in order to achieve the goals set out in the Second Five Year Plan. 
This parallels efforts to encourage private companies to take part 
in the country's development. 


The government announced its Second Five Year Plan this year. The 
$6.5 billion Plan includes many projects not completed under the 
first Plan and focuses on further development of the country's 
infrastructure, as well as on agriculture, education, health care, 
and industry. 


As the Yemeni economy has expanded, certain constraints have become 
more pronounced. Among these are: a severe shortage of skilled 
and semiskilled labor, government cash flow difficulties, and the 
limited numbers of trained personnel in the public administration. 
Political uncertainties, including a smouldering insurgency and 
sometimes uneven relations with neighboring Saudi Arabia and South 
Yemen, have caused periodic losses of confidence among local 
businessmen; this results in slowdowns of business activities and 
an increased outflow of capital. Because of these uncertainties, 
local businessmen generally have been unwilling to tie up their 
own money in long-term investments. 


The YAR presents a paradox: It is a less developed country with 

a sluggish economy but with a significant import market providing 
considerable sales opportunities. Although American products are 
noncompetitive in many sectors, trade opportunities exist for 

food products, small agricultural machinery, and consumer coods. 
In particular, the Second Five Year Plan offers a variety of 
investment opportunities for American companies. Those interested 
in doing business in Yemen should take the time and trouble to 
learn how to operate effectively in this market, since in many 
cases modern business practices are slow in arriving in Yemen. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The country's dependence on declining remittance earnings 

has contributed to Yemen's continued economic difficulties. Some 
reasons for the decline are: (1) Yemeni workers in Saudi Arabia 
and the Gulf increasingly must compete with cheaper labor from 





other countries; (2) domestic political uncertainty and attractive 
returns elsewhere have led many Yemeni expatriates to invest their 
money outside of Yemen instead of remitting it; and (3) many 

Yemeni workers convert their earnings into goods which they import 
into Yemen rather than bringing in liquid assets. These are serious 
problems because, since 1975, remittances have been responsible for 
much of the country's arowth, especially in the private sector. 
These funds remained in private hands and entered the economy 
through private expenditures, investment, and, increasingly, bank 
accounts. 


men continues to receive foreign aid from a variety of sources. 

_Mabeee States contributed $19.9 million in grants in 1981. Much 

was provided by the Saudis, Kuwaitis, and other Arab governments 
my development funds. Western European and Eastern bloc governments 
also contributed assistance, and United Nations agencies continued to 
be active in many sectors. Most aid was in the form of grants and 
technical assistance; a lesser percentage was in the form of conces- 
Sional loans. Foreign aid is primarily used for infrastructure, 
agriculture, and human resource development. Direct stipends, 
primarily from Saudi Arabia, heln cover the government's budget 
deficits. 


lthough port activity declined, YAR imports increased during 1981 
jue largely to increased illegal imports which devrived the govern- 
ment of much needed customs revenues. The government has attempted 
to curtail smuggling by increasing the use of border patrols. The 
importer also must show that his goods were purchased by letter of 
credit. Nevertheless, the practice continues. Exports rose slightly 
in 1981 but remain negligible. 


The falling remittance earnings and the growing trade deficit combined 
to create a 1981 balance-of-payments deficit of $150 million. Yemen's 
foreign exchange reserves stood at $1.05 billion by January 1982 
(vice $1.2 billion in January 1981), after dropping as low as $800 
million in the third quarter of 1981. A net outflow of capital 
contributed to this aaeiten. The interest ceiling in the YAR remained 
uncompetitive with international rates, ranging from 10 to 14 percent 
during 1981. The government's own need for funds to finance its 
budget deficit might be another reason for the decline. Nevertheless, 
foreion exchange reserves remain substantial. 


Another continuing economic problem is the shortage of skilled and 
semiskilled labor due to labor migration and the generally low skill 
levels which prevail. Foreign workers have moved in to fill the gaps 
created by the shortage of Yemeni workers. Approximately 5,000 
Indians and 3,000 Pakistanis work in the YAR, in addition to large 
groups of Egyptians, East Africans, Koreans, Chinese, and Westerners. 
These workers provide everything from manual labor to technical 
expertise. They increase currency outflows by sending their earnings 
out of the country. The government has taken steps to reduce the 
number of foreign workers in Yemen by restricting the availability 
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of work permits and enforcing a law requiring foreign contractors 
to maintain a 59 percent Yemeni labor force. 


According to its 1982 budget, the government projects expenditures 
at $1.86 billion supported by revenues of $1.16 billion. The 
resulting deficit will be financed through borrowing from the 
Central Bank and budgetary assistance from other countries. 


The YAR's Second Five Year Plan went into effect this year. 

The Plan includes many projects not completed under the first 

Plan and focuses on improving health care and education; further 
infrastructure development in the transportation; communications 
and electricity and water sectors; and agricultural and industrial 
growth. The private sector receives greater attention than under 
the first Plan and will bear much of the responsibility for the 
industrial sector's growth. 


Yemeni officials take a pragmatic view of private enterprise and 
investment. The government encourages private businessmen to act 
on their own initiative, providing they stay within the broad 
development guidelines set out in the Plan. Foreign firms are 
encouraged to participate in the Yemeni economy because the techno- 
logy, expertise, and management skills they provide cannot be found 
locaily. 


ASPECTS OF THE YEMENI ECONOMY 
Agriculture 


Agriculture remains the largest sector of the economy, contributing 
about 40 percent of Yemen's gross domestic product. Almost 90 percent 
of Yemenis live in rural areas, and over 80 percent still describe 
themselves as farmers. In recent years, however, agricultural growth 
has lagged behind that of other sectors. Subsistence farming has 
shown about 1 percent growth per year over the past 10 years. Both 
Yemeni and foreign efforts to boost production have made little 
progress, though these efforts continue. 


The character of Yemen agriculture is changing. Farmers now must 
face the problems of labor shortages and high wages. At the same 
time, they face the opportunities presented by exposure to new markets, 
access to capital through the remittance system and the Cooperative 
and Agricultural Credit Bank, and changing consumer preferences. 
Though most agriculture still depends on rainfall, a number of large 
irrigation projects are underway in the Tihama coastal plain. The 
use of water wells to irrigate highland areas has become so wide- 
spread that aquifers in many areas are being depleted, especially 
around Sanaa and in the Amran valley. As a result, the government 
is paying greater attention to proposed dam construction projects 
and irrigation methods that reduce water consumption, such as drip 
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irrigation. Many Yemeni farmers now use better seeds, more pesti- 
cides and fertilizers, and modern farm equipment. But the most 
significant change in the agricultural sector has been a shift to 
the production of high value cash crops. 


Qat production manifests this shift. Qat is a swiftly growing 

shrub requiring little care. If chewed while still fresh, qat 

leaves produce a mild narcotic effect. The social life of Yemenis 
centers around chewing gat; commercial and government activity 

ceases every afternoon so that people can gather together to chew. 
Some experts claim that an average Yemeni may spend more than 20 per- 
cent of his disposable annual income on gat. A $22 to $45 daily 
expenditure for gat is not uncommon, making it Yemen's most lucrative 
crop. However, the ensuing profits have had an adverse effect on 

the country's balance of trade and ability to feed itself, as gat 

has supplanted other crops with foreign trade or food value, such 

as coffee and food grains. 


Aside from gat, agricultural output consists mostly of grains: 
sorghum, millet, barley, corn, and wheat. The government is encour:— 
ajing increased production of coffee and cotton, important crops in 
the recent past. Production of vegetables has increased as more 
farmers are taking advantage of the Saudi and growing local markets 
for these products. 


Interest in poultry and dairy farming has grown in recent years. 

The government is encouraging joint ventures and other arrangements 
which will expand the Yemeni poultry with partial assistance from 
foreign firms. Annual domestic production of chickens still provides 
less than 20 percent of the Yemeni market. Most inputs for domestic 
production must be imported, making domestic chickens up to three 
times more expensive than imported frozen chickens. Local chickens 
nevertheless remain competitive because of Yemeni consumer prefer- 
ences for domestic poultry and meat over frozen imports. 


Agriculture has good potential for further development. Traditionally, 
Yemen has been a net exporter of agricultural products; some regions, 
particularly the Southern Uplands and the Wadis of the Tihama, have 
fertile soil, good climate, and sufficient water. To date, few 
domestic investments have been directed toward realizing this agri- 
cultural potential. 


Industry and Commerce 


Ten years ago there were no real manufacturing or industrial enter- 
prises in Yemen. The government attempted to accelerate industriali- 
zation by forming public and semiskilled companies to import commod- 
ities and produce such items as cigarettes, cement, cotton textiles, 
pharmaceuticals, and salt. The Yemen Oil and Minerals Corporation 
(YOMINCO) and the Yemen General Electricity Corporation have been 

the most successful of these companies. Some of them, such as 
YOMINCO and the cigarette company, have established joint ventures 
with foreign firms. The Russians built a small cement plant in Bajil 
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in the sixties which they are now expanding. A second cement plant 
in Amran with a capacity of 500,000 metric tons per year is due to 
begin production this fall. 


The private sector has now moved to the forefront of industrial 
development. Local firms* have set up soft-drink bottling plants, 
and factories producing construction materials, PCV pipe, rlastic 
containers, and certain food products. Some of these plants will 
be expanded during 1982. Work will begin this year on production 
facilities for dry cell batteries, aerosol paints, cosmetics, 
aluminum products, and disposable syringes. But the industrial 
sector remains small and is unable to satisfy local demand for 
even these products. 


The public sector continues to initiate industrial projects. The 
Second Five Year Plan calls for investments of about $431 million 

in public sector industrial projects. These include a third cement 
plant at Mafraq, a glass factory in Saada, and production facilities 
for concrete reinforcing rods, household and agricultural insecti- 
cides, and tomato paste. Implementation of these projects hinges 
upon the government's success in finding donors willing to offer 
finance. 


Industrial development faces a number of constraints. Most projects 
must deal with a lack of local raw materials, labor and expertise. 
Factory management must contend with a shortage of personnel for 
plant and equipment maintenance. Most businessmen prefer to invest 
their money in trade and will only use borrowed capital for indus- 
trial projects. Even in such cases there is a strong preference 

for projects that will yield quick returns. Some industrial projects 
have lacked proper planning before execution, often resulting in 
plants operating far below capacity. In a few instances, technical 
and planning problems resulted in the construction of a plant that 
has never entered production. Businessmen also must confront the 
problems involved in dealing with the difficult Yemeni bureaucracy. 
The government is paying increased attention to these problems, some 
of which should ease as industries become more established. 


Petroleum and Minerals 


Most Yemenis believe that petroleum deposits exist in the country, 
but no commercially exploitable deposits of oil or natural gas have 
yet been discovered, despite periodic exploration efforts. During 
1981, Shell Oil ceased its exploration activities in the northern 
Tihama but the government signed an agreement with Hunt Oil to begin 
explorations in the Marib-El Jawf region. The YAR presently imports 
gasoline and butagas from Saudi Arabia and all other refined petro- 
leum products from Kuwait. 


Salt and gypsum are the only materials commercially exploited today 
in Yemen, although small-scale exploration for others continues. 
Salt production expands and contracts as a function of worldwide 
demand. Exports in 1981 totaled 54,900 metric tons. 
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A number of projects are under discussion to improve petroleum 
products distribution and to better exploit Yemen's mineral 
resources. Petroleum and gasoline storage facilities have recently 
been expanded and a butagas bottling plant completed. A pipeline 
connecting Sanaa to the coast is under consideration. The Second 
Five Year Plan calls for the development of copper mines at Hamoura 
and extensive geological surveys in specified regions. Probable 
private sector projects include a plant to produce table salt and 
the development of quarries and other stone working facilities. 


Ports and Transportation 


Yemen's port and transportation facilities have improved in recent 
years, and further port expansion and road construction continue. 

The waiting period for ships at Hodeidah, the main port, is normally 
only a few days. The Japanese finished construction of a new berth 

in 1981, and grain storage facilities have also been completed. The new 
Five Year Plan calls for further development of the ports of Hodeidah, 
Ras al-Kateeb, Mokha, and Salif. 


The number of new roads under construction or in the planning stage 
will greatly supplement and extend the existing road network. During 
1981, two paved roads to the Saudi border were completed. The Second 
First Year Plan seeks financing for two paved roads: Ibb-Qatabah 

and Bajil-Maabar. West Germany will support a project to improve 

and maintain the Sanaa-Taiz road. Other major roads are in the 
planning stage: a second road between Sanaa and Marib, paving and 
improving the road connecting Mahweit Province to Sanaa, and roads 
jJOining Ibb and Huth to the Tihama. 


Electrification 


Rural electrification efforts and the expansion of urban electrical 
systems are underway. Total material, construction, and equipment 
expenditures over the next five years may run as high as $300 million. 
This includes construction of a new power plant at Mokha and further 
expansion of the national power grid as well as the creation of 
smaller systems to supply electricity to rural villages. Most of 

the financing for these projects will come from international sources. 


IMPLICATIONS FOR THE UNITED STATES - PROSPECTS FOR U.S. COMPANIES 


This year the YAR government is beginning the implementation of its 
Second Five Year Plan. This Plan will call for the investment of 
about $6.5 billion through 1986 in a variety of infrastructure 
projects, such as electrification and road construction, as well as 
in health, education, agriculture, and industry. The government is 
seeking financing for this ambitious plan from a wide variety of 
sources, including multilateral donor agencies, the various Arab 
and Islamic funds, and bilateral donors. Many of these projects 
will provide important business opportunities for U.S. firms. 
Interested American companies should be aware that foreign consul- 
tants are already involved in many of these development projects and 
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can exercise considerable influence over purchasing and contracting 
decisions. Tendering and bidding practices may also be influenced 
by the particular foreign donor country or international agency 
financing the project. 


The large volume of remittance income that has entered the country 
over the past few years has increased the purchasing power of most 
Yemenis and provides greater opportunities for American exporters. 
Yemenis often use their remittance income to build or improve their 
homes or purchase a small business or taxi. They also purchase a 
wide variety of durable goods ranging from generators and water 
pumps to stereos and video systems. 


Private sector industrial activity also presents export opportunities. 
Most of the plants planned for construction or expansion in 1982 

will require supplies, equipment, and technical assistance from 
foreign sources. 


Another important market is the large agricultural sector. Large- 
scale agricultural development projects, private corporations, and 
individual farmers are purchasing equipment to improve farms and 
increase yields. Significant opportunities exist for the export 

of small agricultural equipment, such as roto-tillers, drip irriga- 
tion, solar water pumps, and threshers. 


Because the country's agriculture output is unable to meet its 

needs, the YAR imports large quantities of food and commodities. 

Some U.S. products are extremely competitive such as rice and 
certain processed foods. Australia, however, remains Yemen's chief 
supplier of wheat. France and the Netherlands are, respectively, 

the major sources of poultry and dairy products. The People's 
Republic of China has become Yemen's chief supplier of canned goods. 


U.S. companies face very stiff competition from European and Far 
Eastern firms in almost every sector. Yemeni businessmen often 
express a preference for American products because of their quality 
but import from elsewhere because of price or established contacts. 

A number of agents representing American companies have discontinued 
importing products from the US. because the price of such products 

is relatively high compared to imports from other sources. The 
existence of only one direct shipping connection per month between 
American and Yemeni ports creates greater delays and higher costs 

and is a relevant factor in making many American goods noncompetitive. 


Investment Opportunities 


Yemeni businessmen are very interested in joint ventures with foreign 
companies. There is some foreign involvement in almost all of Yemen's 
industrial facilities, in the form of turnkey projects, equity parti- 
cipation, various types of maintenance and service contracts, and 
licensing agreements. 
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The Yemeni government actively encourages foreign investment. 
Under Law 18 of 1975, the Investment Law, joint ventures may 
qualify for certain benefits, such as customs exemptions and 
tax holidays. Application of Law 18 became much more stringent 
in 1980 due to a number of abuses. The Exemptions Committee 
now must be firmly convinced of the economic benefits resulting 
from a project before it will authorize benefits under Law 18. 
Nevertheless, a number of U.S. companies have been able to 
obtain these concessions. 


U.S. government programs are available to assist U.S. firms 
investing in Yemen. An investment guarantee agreement was signed 

in 1972, enabling the Overseas Private Investment Corporation (OPIC) 
to offer insurance, finance, and investment guarantee programs to 
U.S. companies. During the past three years, OPIC has been actively 
involved in Yemen. The Export-Import Bank instituted a U.S. con- 
tractor guarantee program in 1978. 


Special Conditions 


U.S. firms doing business in Yemen must develop a strong working 
knowledge of the country, its local conditions, and business 
customs. Short quick trips by company representatives do not 
suffice and are openly criticized by some Yemenis. Having someone 
with sufficient authority spend considerable time in Yemen greatly 
helps to develop the necessary business relationships. Many com- 
panies have agents and find them useful in keeping the company 
abreast of opportunities and in providing contacts. Because of 
the size of the economy, most business transactions are small, 

but secured by letter of credit. U.S. firms looking for multi- 
million dollar orders will be disappointed, but companies willing 
to search for orders of $10,000 to $500,000 will get results. 


As government officials often point out, Yemen did not enter the 
20th century until 1962. The country has made enormous progress 
in the last 12 years, but many Yemenis remain unfamiliar with 
modern business practices. This has led to a number of commercial 
disputes between Yemeni and western businessmen. The YAR has 
published a new commercial code which attempts to reconcile modern 
business practice with traditional Islamic law, but it is still 
untested and tends to be arbitrarily enforced. Private investors, 
even those with experience elsewhere in the Middle East, should 
study the situation in Yemen carefully and be fully aware of the 
local situation before making any commitments. 
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WORLDWIDE 
BUSINESS 
OPPORTUNITIES ... 
FREE! 


Here's acalendar of U.S. trade promotion events to be 
held abroad during the upcoming months. It's yours free 
for the asking. You'll find out about exhibitions, trade 
missions, and seminars featuring specific U.S. products 
and services, where they're being held, and whom to 
contact for more information. Whether your products are 
agricultural machinery or textiles manufacturing 
equipment, energy systems or computers, we've got an 
exhibition custom tailored to your export needs—and 
designed to introduce your products to ready and eager 
buyers overseas 


Send for your free copy of the Overseas Export 
Promotion Calendar today. Your world markets are 
waiting. 
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MAIL TO: 


U.S. DEPARTMENT OF COMMERCE 
international Trade Administration 
Office of Export Marketing Assistance 
Export Communications Section, Rm. 4009 
Washington, DC 20230 


Yes! Please send me my free copy of the Overseas Export Promotion Calendar. 


Name 
Company 


Address 





City 





